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Business income tax rate in ethiopia

Dividend income Payment of dividend to a resident or non-resident person is subject to WHT at the rate of 10% of the gross amount. The CIT rate for a branch and project office is also 30%. Such fluctuations demand that businesses remain vigilant and adaptive, ensuring that they adjust their strategies accordingly. Adhering to these deadlines is
critical, as late submissions can result in penalties or interest charges.Another vital obligation involves maintaining meticulous records of all business transactions. Taxable Income= Business income - (deductions + exemptions) The taxable income of a taxpayer for a tax year is determined in accordance with the profit and loss, or income statement,
of the taxpayer for the year prepared in accordance with the financial reporting standards, subject to any modifications made in the Proclamation, regulations made by the Council of Ministers, and directives issued by the Ministry. Losses may be carried back only by taxpayers engaged in long-term contracts that incur a loss in the final year of a
contract that they otherwise could carry forward but are unable to do so as they are ceasing to carry on business in Ethiopia at the end of the contract. The business income tax rate applicable to a body is 30%. As of 2023, the standard corporate tax rate is set at 30% for most types of businesses. The same business income tax rate applies to resident
bodies and permanent establishments of non- resident bodies. Proper documentation of such transactions is imperative, serving both as evidence for tax remittance and as a safeguard against potential audits.Additionally, payments made to service providers are subject to withholding taxes, with standard rates encompassing both resident and non-
resident entities. This is the last and residuary Schedule of income. Regular training on tax regulations can also empower employees responsible for financial reporting, ensuring that they stay informed about any legislative changes that may impact the company.Ultimately, the ability to adapt to the evolving tax landscape in Ethiopia is essential for
business sustainability. It is essential for businesses to stay current with these filings, as failure to do so can result in substantial fines.Moreover, VAT can influence pricing strategies and consumer behavior. Overall, understanding these tax exemptions can provide significant financial advantages and enhance the viability of business engagements in
Ethiopia, ultimately contributing to the country’s economic development. Taxation in Ethiopia: A Legal Guide for Businesses - - Generis Global Legal Services - Accessed on: April 16, 2025 The taxation system in Ethiopia plays a critical role in shaping the country’s economic landscape and supporting its developmental goals. Details Category: Types
Income Tax Proclamation No. 979/2016 DOWNLOAD According to the Federal Income Tax Proclamation No. 979/2016 (hereinafter the Proclamation), tax is imposed on business income for each tax year at the rates specified below. Understanding these taxes is essential for businesses operating within the country, as they impact financial planning
and compliance. TOP Last Updated on 03 March 2023 Business income for a resident person is considered Ethiopian-source income except to the extent that it is attributable to a business conducted by the resident through a permanent establishment (PE) outside Ethiopia. It serves as a vital source of government revenue, which is essential for
funding public services and infrastructure projects. Interest payments also attract withholding taxes, which are generally imposed at a rate of 15%. Foreign companies are subject to the same corporate tax rate as local enterprises; however, they might encounter different challenges related to international treaties and transfer pricing regulations.
TOP Business Income The Proclamation under Article 21 states that business income of a taxpayer for a tax year shall include the following: the gross amounts derived by the taxpayer during the year from the conduct of a business, including the gross proceeds from the disposal of trading stock and the gross fees for the provision of services (other
than employment income); the gross amounts derived by the taxpayer during the year from the investment of the capital of a business, including dividends, interest, and royalties; a gain on disposal of a business asset (other than trading stock) made by the taxpayer during the tax year; any other amount included in business income of the taxpayer for
the tax year under the Proclamation. TOP Last Updated on 03 March 2023 In Ethiopia, the Corporate Income tax rate is a tax collected from companies. These incentives can have a substantial impact on the effective tax rates faced by foreign businesses.To navigate the complexities of corporate taxation, companies operating in Ethiopia should be
aware of additional regulations that may influence their tax liability. Effective 2021, a person is allowed to either capitalise and claim tax depreciation on foreign exchange loss incurred in acquiring a capital asset or deduct realised foreign exchange loss incurred in relation to operating expenses. It is imperative for businesses to complete this
registration accurately and promptly to avoid penalties and ensure compliance with the law. Capital Gains Taxation Capital gains from the alienation of business capital assets are taxed at the normal corporate tax rate (30%). Tax legislation can be subject to modifications that may alter existing obligations and compliance requirements. The taxable
income of a business for tax purposes is the gross income reduced by allowable expenses. Generally, monthly VAT returns are due on the 15th of the following month, while annual income tax declarations must be submitted by the end of the tax year. Thus the reader should consult these laws to identify the constituents of business income, deductions
and exemptions in order to accurately calculate business income tax. This encompasses payments made to contractors, consultants, and other service providers. The taxation process in Ethiopia can be complex, with numerous regulations and procedures that vary at national and regional levels. It is advisable for businesses to seek professional advice
or consult with tax experts regularly to ensure they meet their tax compliance obligations effectively. As the Ethiopian market matures, those who prioritize tax compliance will be better positioned to thrive in this dynamic economic environment. For most transaction types, the withholding tax rate is set at 2%. A proactive approach, which includes
staying informed about policy changes, addressing bureaucratic challenges, and seeking professional guidance, can aid significantly in navigating this complex landscape.Conclusion and Future OutlookIn summary, the Ethiopian tax landscape presents a complex framework that businesses must navigate diligently. For businesses operating in
Ethiopia, understanding the nuances of the taxation framework is crucial to ensure compliance and foster a conducive operating environment.Ethiopia employs a multidimensional tax regime, incorporating various tax types that businesses must navigate. Foreign currency exchange gains/losses All net gains or losses arising from transactions in
foreign exchange are considered to be taxable income or deductible losses in the year in which they arise. Advance payment of CIT on imports A person importing goods for commercial/business purposes is required to make advance payment of business income tax equal to 3% of the cost, insurance, and freight (CIF) value of the goods. Its amount is
based on the net income companies obtain while exercising their business activity, normally during one ... Learn about taxes in Ethiopia. Each year, companies are obligated to file their taxes, including Value Added Tax (VAT) and income tax returns. This complexity may lead to delays in tax compliance and can discourage businesses from operating
efficiently within the legal framework.Moreover, frequent policy changes within the Ethiopian tax structure pose significant challenges. Income tax from employment Progressive rates from 0 to 35% Up to ETB 600 0% ETB 601- 1,650 10% ETB 1,651 - 3,200 15% ETB 3,201 - 5,250 20% ETB 5,251 - 7,800 25% ETB 7,801 - 10,900 30% Above ETB
10,900 35% Business Income Up to ETB 7,200 0% ETB 7,201 - 19,800 10% ETB 119,801 - 38,400 15% ETB 38,401 - 63,000 20% ETB 63,001 - 93,600 25% ETB 93,601 - 130,800 30% Above ETB 130,800 35% Rental income 35% NextIntellectual property © eexpand, All Rights Reserved. Consequently, companies are encouraged to carefully account for
these payments to manage their tax obligations effectively. For example, companies in the manufacturing sector may benefit from a reduced corporate tax rate or complete exemption for a specific period, typically five to ten years, depending on the scope of investment and the project’s contribution to local economic development.Furthermore, the
government offers additional incentives for businesses that invest in underserved regions or those that promote exports. Foreign investors have the option of setting up a branch or a project office in Ethiopia. Hence, businesses must appreciate the importance of a well-functioning tax system as it directly influences their operational viability and long-
term sustainability in the Ethiopian market.Types of Taxes in EthiopiaEthiopia’s taxation system comprises various taxes that form the backbone of revenue generation for the government. The rates vary depending on the nature of the payment, and businesses are responsible for withholding the appropriate tax amount and remitting it to the tax
authorities.Lastly, the entertainment tax targets revenues generated from entertainment events and establishments, such as cinemas and concert venues. VAT is essential for businesses as it affects pricing structures and compliance obligations. Royalty income Royalty payments to a resident or non-resident are subject to 5% WHT. These incentives
are designed to attract foreign and domestic investors, thereby fostering a conducive environment for business growth. If a resident taxpayer has foreign taxable income on which he has paid taxes abroad, the taxpayer will be entitled to a tax credit equal to the lesser of the income tax paid or the tax payable in Ethiopia in respect of the foreign
income.A company is considered resident for tax purposes if it is registered according to Ethiopia’s law on commercial registration or if its effective management is in Ethiopia. For instance, the cumulative reading of article 24(1) and article 63 of the proclamation, stipulates that charitable donations are deducted from the total amount of business
income. Find out information on corporate tax rates, individual income tax or consumption taxes. TOP Exemptions Article 65 of the proclamation is devoted to exempted incomes. Among the principal types of taxes are corporate income tax, value-added tax (VAT), withholding tax, and entertainment tax.The corporate income tax is one of the most
significant taxes for businesses, levied on the profits earned by companies. By understanding the structure of corporate tax rates and the incentives available, both local and foreign entities can make informed decisions that support their business strategies in Ethiopia.Value Added Tax (VAT) in EthiopiaValue Added Tax (VAT) is a significant
component of the taxation system in Ethiopia, primarily serving as a consumption tax levied on the value added to goods and services at each stage of production or distribution. Interest income Similar to dividend, payment of interest to a resident or non-resident is subject to 10% WHT. Consequently, businesses should be prepared for these shifts
that may influence their taxation strategies and overall profitability.To ensure compliance with Ethiopian tax law, businesses are encouraged to maintain comprehensive records and engage knowledgeable tax professionals who can provide guidance tailored to their operational realities. Corporate income tax (CIT) is applicable at the rate of 30% on
adjusted business income (taxable income) of a person. It is applicable to various payments, including salaries, rent, and service fees. Capital gains See Capital gains tax (CGT) in the Other taxes section. Main Allowable Deductions and Tax Credits A number of deductions are allowable, including:- expenditure necessarily incurred during the year in
deriving, securing and maintaining a business income- the total amount by which the depreciable assets and business intangibles of the taxpayer have declined in value during the year from use in deriving business income using the method specified in the annual Income Tax Proclamation- the losses on the disposal of business assets (except trading
stock) disposed of by the taxpayer during the tax year- the cost of trading stock disposed of by the taxpayer during the year.Losses may be carried forward for up to five tax years after the end of the year in which ordinary business losses have incurred. This diligence ensures timely remittance to the tax authorities and promotes adherence to the legal
requirements set forth by the Ethiopian Revenue and Customs Authority.Tax Compliance Obligations for BusinessesIn Ethiopia, tax compliance is an essential aspect of operating a business. The continuous evolution of tax regulations can create uncertainty and make long-term planning difficult. All tax types in the Ethiopian tax system are described
and explained as follows. Taxable income is the amount of income subject to tax after the deduction of all expenses and other deductible items allowed under the tax law. Consequently, businesses must carefully assess the implications of VAT on their pricing structure to remain competitive in the marketplace.Withholding Taxes in EthiopiaWithholding
taxes play a crucial role in Ethiopia’s taxation system, particularly for businesses engaged in various transactions. The income tax advance is paid before the customs clearance, and the person is allowed to offset the amount paid against their CIT liability for the year. Ethiopia Sub-Saharan Africa United States Germany Number of Payments of Taxes
per Year 29.0 36.6 10.6 9.0 Time Taken For Administrative Formalities (Hours) 300.0 284.8 175.0 218.0 Total Share of Taxes (% of Profit) 37.7 47.3 36.6 48.8 Source: Doing Business, Latest available data. These include withholding taxes, VAT, and other indirect taxes that could affect overall business profitability. Understanding the nuances of
Ethiopian tax law is crucial for compliance and optimal operational efficiency.As Ethiopia’s economy continues to evolve, businesses should remain vigilant regarding potential changes in tax legislation. Business Income Tax Rates As per the Proclamation, the tax rates are as follows: Taxable business income of bodies (e.g., PLC, Share Company) is
taxable at the rate 30%; Taxable business income of other taxpayers (individuals and Micro Enterprises) is taxed in accordance with the following Table: No Taxable Business Income /Per Year/ Tax Rate (%) Deduction in Birr 01 0 7200 Exempted (Non-taxable) None 02 7,201 19,800 10 720 03 19,801 38,400 15 1,710 04 38,401 63,000 20 3,630 05
63,001 93,600 25 6,780 06 93,601 130800 30 11,460 07 Over 130,800 35 18,000 TOP Taxable Business Income (Article 20-26 of the Proclamation) The taxable income of a taxpayer for a tax year is the total business income of the taxpayer for the year reduced by the total deductions allowed to the taxpayer for the year. TOP Last Updated on 03
March 2023 Details Category: Types Income Tax Proclamation No. 979/2016 DOWNLOAD According to the Federal Income Tax Proclamation No. 979/2016 (hereinafter the Proclamation), tax is imposed on business income for each tax year at the rates specified below. Prior to 2021, taxpayers were only required to offset realised foreign exchange
losses against realised foreign exchange gains as opposed to deducting the losses against the business income. Moreover, the Ethiopian government provides various incentives aimed at attracting foreign investment, such as tax holidays, reduced tax rates, and exemptions for specific sectors, particularly in manufacturing, agriculture, and export-
oriented industries. However, specific types of businesses, such as micro and small enterprises, may be eligible for reduced rates, making it essential for companies to understand their eligibility for these provisions.For foreign businesses operating in Ethiopia, the implications of the corporate tax rates are significant. Among the primary taxes
applicable to companies are corporate income tax, value-added tax (VAT), and withholding taxes. The primary types of payments subject to withholding taxes include dividends, interest, and remuneration paid to service providers.For dividends, the withholding tax rate stands at 10%. A taxpayer in a tax holiday is not required to pay the advance tax.
This guide has explored the various aspects of taxation in Ethiopia, including the types of taxes applicable, the obligations of businesses, and the critical regulatory environment shaping these obligations. Future adjustments may focus on streamlining tax procedures, incentivizing specific industries, and potentially altering tax rates or brackets. This
involves reporting collected VAT from sales made during the reporting period, as well as VAT that has been paid on purchases. This tax encourages responsible financial reporting and transparency among businesses.Value-added tax (VAT) is another critical component of the Ethiopian tax framework. Record-keeping is a legal requirement that
enables businesses to substantiate their tax returns and ensures transparent financial reporting. Gains arising from the transfer of shares are taxed at 30%.Capital losses may be carried forward indefinitely and offset against capital gains of the same class. Businesses must deduct this tax from the dividend payment prior to distribution, reflecting
their responsibility to remit the collected tax to the government treasury. Typically, a standard rate of 30% applies to resident companies, whereas foreign entities may face different rates or considerations under specific agreements. Other Domestic Resources Ethiopian Ministry of Revenues Consult Doing Business Website, to obtain a summary of
the taxes and mandatory contributions. TOP Deductions Article 22 of the proclamation provides for expenditures that are subjected to deductions which include: any expenditure to the extent necessarily incurred by the taxpayer during the year in deriving, securing, and maintaining amounts included in business income; the cost of trading stock
disposed of by the taxpayer during the year as determined in accordance with the financial reporting standards; the total amount by which the depreciable assets and business intangibles of the taxpayer have declined in value during the year from use in deriving business income as determined under Article 25 of this Proclamation; a loss on disposal
of a business asset (other than trading stock) disposed of by the taxpayer during the year; any other amount allowed as a deduction to the taxpayer under this Proclamation for the year. The added cost of VAT may be passed along to consumers, potentially affecting their purchasing decisions. The standard VAT rate in Ethiopia is currently set at 15%,
which is applicable to a wide array of goods and services, promoting transparency in the taxation process. This tax holds specific implications for businesses in the leisure and hospitality sectors, as understanding the applicable rates and compliance requirements is crucial for maintaining operational integrity.Each of these taxes contributes
significantly to the Ethiopian economy, and businesses must navigate them meticulously to ensure compliance and optimal financial management. The first step in fulfilling tax compliance is the registration process. Moreover, tax revenues contribute significantly to national development plans aimed at alleviating poverty and enhancing the quality of
life for citizens. This tax is crucial for the government as it generates revenue and funds essential services.Businesses operating in Ethiopia are required to register for VAT if their annual turnover exceeds a specified threshold, which is set at 1 million Ethiopian Birr. By remaining proactive and engaged with regulatory developments, corporations can
not only comply with existing tax obligations but also leverage potential incentives that may arise from future reforms. Accurate compliance with tax laws is paramount to avoid penalties and sustain a positive business reputation in Ethiopia.Tax Incentives and Exemptions for BusinessesThe Ethiopian government has introduced various tax incentives
and exemptions aimed at stimulating investment and promoting economic activities within the country. Proper documentation should include invoices, receipts, and payroll records. The Ethiopian Revenue and Customs Authority (ERCA) plays a pivotal role in the administration and implementation of these tax benefits.Tax incentives are primarily
offered in sectors deemed strategic for national development. Engaging with tax professionals can provide invaluable support, ensuring compliance with all regulations while optimizing the company’s tax position. This rate applies to the profit earned during a financial year, which is calculated after deducting allowable expenses. The government of
Ethiopia periodically reviews its tax policies to enhance revenue generation and foster a conducive environment for investment. Furthermore, they must keep detailed records of all taxable transactions, as this documentation will be necessary for the filing of VAT returns.The compliance requirements for VAT necessitate that registered businesses file
periodic VAT returns, typically on a monthly or quarterly basis. Other Consumption Taxes Excise duties are in force for certain products, such as tobacco, alcohol, soft drinks, sugar, salt, perfumes, motor passenger cars, etc.A turnover tax is levied at a rate of 2% on goods sold locally and contractor services; and 10% in other cases. For instance,
businesses operating in certain geographic areas may qualify for further tax reductions or incentives to encourage operations in less developed regions of Ethiopia. Businesses are advised to consult with tax professionals or legal advisors familiar with Ethiopian tax laws to ensure compliance while optimizing tax responsibilities. Additionally, VAT is
charged at a standard rate of 15%, applicable to the supply of goods and services, making it a key consideration for businesses in pricing and cost management.Taxation is not merely an obligation but also a tool for promoting social equity and economic growth within the country. This registration process involves obtaining a Tax Identification
Number (TIN) from the Ethiopian Revenue and Customs Authority (ERCA). Company Tax 30% Tax Rate For Foreign Companies Resident entities are taxed on worldwide income; whereas non-residents are taxed on Ethiopia-source income.Foreign companies are taxed at the same rate as national ones. This rate applies to distributions made to both
resident and non-resident shareholders. This registration must be completed before commencing operations to comply with the legal requirements of the Ethiopian Revenue and Customs Authority (ERCA).Following the registration, businesses must be aware of various filing deadlines. Ethiopia: Business Environment Accounting Taxation Intellectual
property Law Standards Business practices Nature of the Tax Value added tax (VAT) Tax Rate 15% Reduced Tax Rate Exports of goods and services are zero-rated. Latest Update: March 2025 Details Category: Types Income Tax Proclamation No. 979/2016 DOWNLOAD According to the Federal Income Tax Proclamation No. 979/2016 (hereinafter the
Proclamation), tax is imposed on business income for each tax year at the rates specified below. This tax is imposed on the sale of goods and services, with a standard rate of 15%. However, gains derived from the transfer (i.e., sale or gift) of a building held for commercial purposes are taxable at a rate of 15%. Some of the exemptions are: an amount
paid by an employer to cover the actual cost of medical treatment of an employee; travelling expenses paid to an employee recruited from place other than the place of employment on joining or completion of employment, including, in the case of a foreign employee, travel expenses from and to their country of origin, but only if the travel expenses
have been paid pursuant to specific provisions of the employee’s contract of employment; food and beverages provided for free to an employee by an employer conducting a mining, manufacturing, or agricultural business; contributions by an employer to a pension, provident, or other retirement fund for the benefit of an employee provided the
monthly total of contributions does not exceed 15% of the monthly employment income of the employee; a pension to the extent exempt from tax under the Private Organizations Employees Pension Proclamation. The Ethiopian tax framework stipulates specific rates for different payment types that businesses must be aware of to ensure compliance
and avoid penalties. Understanding and effectively managing these taxes can lead to a sustainable business strategy in Ethiopia.Corporate Tax Rates in EthiopiaThe corporate tax rates in Ethiopia are designed to be progressive, which means that the percentage of tax applied increases with the level of income generated by businesses. These include
manufacturing, agriculture, information and communication technology, and other priority industries. The difference between these amounts determines whether a business remits tax due or is eligible for a refund. All businesses are required to register for a taxpayer identification number (TIN) at the nearest tax office. Many businesses, particularly
smaller enterprises, may lack the expertise or resources necessary to navigate the convoluted tax system effectively. The corporate income tax rate generally stands at 30%, which applies to the worldwide income of resident corporations, while non-resident companies are taxed only on their Ethiopian-source income. This practice not only simplifies
the audit process but also protects businesses in case of any inquiries from tax authorities.Additionally, Ethiopian businesses should stay informed of any changes in tax laws and regulations, as non-compliance can lead to severe legal consequences, including fines and potential legal action. The aim is to balance economic opportunities across various
regions, helping to drive overall national growth.Eligibility criteria for these tax incentives require businesses to meet specific conditions, such as the minimum amount of investment, the creation of employment opportunities, and the usage of local resources. Every business entity must adhere to specific obligations to ensure they remain in good
standing with the tax authorities. Note that project offices are normally set up to perform specific projects that are usually awarded through international bids and are limited to the life or time period of the registered contract. For a non-resident person, business income is considered Ethiopian-source income to the extent that it is attributable to:
business conducted by the non-resident through a PE in Ethiopia disposals in Ethiopia by the non-resident of goods of same or similar kind as those disposed by the non-resident through a PE in Ethiopia, or any other business activity conducted by the non-resident through a PE in Ethiopia. One predominant issue is the bureaucratic hurdles that
companies often confront. Through designated tax incentives, the Ethiopian government seeks to encourage foreign investment and stimulate growth in priority sectors such as agriculture, manufacturing, and technology. The Ethiopian Taxation system has two major categories: direct and indirect taxes. Businesses providing loans or earning interest
from various financial instruments must ensure that they withhold the appropriate amount before making payments to lenders or financial institutions. Other Corporate Taxes Other taxes include a turnover tax (2% on goods sold locally and contractor services; and 10% in other cases), land use tax (rates determined regionally), stamp duties, tax on
gains from transfer of certain investment property (15% for building held for commercial purposes; 30% for the transfer of shares).The employer must contribute 11% of basic salary to the social security scheme. Companies must ensure proper invoicing and adherence to VAT regulations to avoid penalties and maintain good standing.Withholding tax
serves as a mechanism for the government to collect tax revenues at the source. Organizations must understand the legal implications of their responsibilities in this regard, as failure to comply can lead to significant financial repercussions.In managing these withholding tax obligations, businesses in Ethiopia should implement robust accounting
systems to track payments accurately. In this dynamic environment, it is vital for businesses to stay informed about the latest developments to prevent non-compliance or unexpected liabilities.Additionally, the need for professional tax advice becomes increasingly apparent. Challenges and Considerations in TaxationNavigating the Ethiopian tax
landscape presents various challenges for businesses. It is important for businesses to conduct thorough research to ensure compliance with these requirements to fully benefit from the available tax incentives. By leveraging expert knowledge, businesses can mitigate risks associated with tax audits and penalties that may arise due to
misinterpretations or oversights in the tax code.Overall, understanding the challenges and considerations within Ethiopia’s taxation system is crucial for businesses seeking to operate successfully. For businesses engaged in these sectors, significant corporate tax exemptions can be availed. However, interest payment from a savings deposit with a
financial institution to a resident or non-resident person is subject to 5% WHT. See the general principle on deductibility of expenses in the Deductions section.
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